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Publication Department Note
The author of this publication after three years spent in the factory
as a machine operator, became cost clerk with the Studebaker Corporation of
Detroit. Leaving after five years to take charge of the cost department of
the Continental Motors Corporation of Detroit, he was later Factory Account
ant with Dodge Bros. at Detroit and then spent two years in the public
accounting field. In 1917 he went with the Ritter Dental Manufacturing Co.,
Inc., of Rochester, N. Y., where he organized the entire factory and office
divisions. He is now Comptroller of this company. He was formerly chair
man of the Cost Group of the Industrial Management Council of the Rochester
Chamber of Commerce and is at present President of the Rochester Chapter
of the N. A. C. A.
The outstanding feature of this publication is the use of daily budget
and actual figures rather than monthly figures. Foremen and workmen are
more likely to be impressed by cost data served hot every day than by reports
received five or six weeks after costs are incurred.

THE USE OF BUDGETS IN REDUCING OVERHEAD
About the only method in common use that may be called
overhead control is that made up from the overhead distribution
at the end of each month. A great many factories have a number
of standing orders or account numbers, so-called to which they
charge non-productive and indirect labor and supplies. Some
plants have gone so far as to divide up their factory into depart
ments and classify the indirect labor and supplies within the de
partment itself. At the end of the month, a distribution is taken
which shows the total amount of expense on these two elements
in each department. Statements are sent out to the factory super
intendent and foremen about the 20th or 25th of the following
month which tell them how much money they have spent in their
particular departments. These statements are perfectly all right
as a matter of information but do not point out to the executive
whether he has spent more than he should, or whether he has
operated his department economically. The foreman may be called
into the superintendent’s office and told that he is spending too
much money in his department, but it is very seldom that it is
pointed out to him wherein he is spending more money than he
should, nor is it pointed out to him what he can do to reduce his
expense. Many plant managements hesitate to give cost figures out
to their foremen for fear the foremen may become too well ac
quainted with the cost figures. They do not seem to realize that if
costs are to be reduced that the factory foremen or the little straw
bosses handling a few men in the factory are the controlling power
with respect to the expenditure of the company’s money. The
superintendent or factory manager is in no position to know the
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detail of the work in the factory and is, therefore, in no position
to control the expenditures. He must depend upon the man who is
actually directing the work, and if he is not supplied with sufficient
cost data to enable him to run his department as it should be, it
does not seem to be very fair to criticize him very severely.
Need of Taking Foremen Into Confidence of Management

If costs are going to be controlled and reduced, the factory
foreman must be taken into the confidence of the management and
made to feel that it is very much to his advantage and to his in
terest to control his own costs. It will be found, almost without
exception, that if foremen are taken into the confidence of the
management to this extent, that the management will be fully re
warded for this treatment of their foremen by an added interest
which the foremen will have in their departments and in the loyalty
which they will show towards the firm. A great many foremen
have worked up to their present positions through the ranks of the
workmen and it is only too often that they have the viewpoint of
the workmen. They are far too prone to accept the viewpoints of
the workmen in a controversy with management and do not act as
the management’s agent, which it is really their duty to do. A
great deal can be accomplished for management by their foremen
in times of labor trouble and in the every day handling of the
operators themselves, if the foreman is made to feel that he is a
part of the management, rather than a workman who has been
promoted above his fellowmen. This can best be accomplished
by setting up adequate machinery in the Factory Accounting De
partment to give the foremen information quickly as to how their
departments are being operated.
Cost Data Absolutely Needed

for

Budgeting

Most factories have been operating for a number of years on
a cost system, and, for that matter, if they had been operating for
only a year or so, they would have sufficient data on indirect labor
and factory supplies to enable them to make more or less of an
accurate forecast as to the necessary expenditures for these items,
month by month for several months in advance.
There is only one sure way of operating a business to be
certain that a profit is to be earned at the end of the month, or
at the end of the year, and that is to determine how much profit
is legitimate and justifiable on the amount of business which it is
expected will be done. By deducting the anticipated profit from
the gross income of the business will leave that portion of the
gross income which can be spent in the operation of the business.
This is usually divided into five divisions, viz: Selling and Ad
vertising Expense; General Administrative Expense; Factory
Overhead Expense; and Direct Labor and Material. It should be
determined what percentage each element of cost is to the total
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cost, and then the factory should be operated within those set
allowances.
In the matter of overhead, it may be determined that 20%
of the total cost is all that can be allowed in that division. If the
total cost of goods being sold in a given month amounts to $200,000
and it has been determined that 20% is the limit which can be spent
for indirect labor and supplies, it means that $40,000 per month
is the figure which must be worked to. This figure, through an
alysis of the past records, is divided into indirect labor and factory
supplies, and a given amount determined for each. Simply setting
up a figure for indirect labor which must be maintained, does not
mean that that figure is going to be maintained without an effort,
and it is necessary to establish the proper control over each depart
ment of the business in order to keep within the budgeted figure.
This then leads to a budgeting of expense by departments,
and in order to do this, it is best to establish what is known as a
Budget Committee. The permanent members of the Budget Com
mittee could, possibly, be the treasurer, factory accountant and
works manager, and into these committee meetings should be
brought the general foremen and departmental foremen whose
particular budgets are being discussed. By bringing the general
foremen and departmental foremen into a discussion of this kind,
it makes them feel that they are being consulted about require
ments in their own departments and that their opinions have some
weight in establishing their budgets.
In establishing the budget itself, past records should not be
used entirely, but only, possibly, as a guide to each element of
expense which is being entailed in the department and should be
analyzed fully as to its necessity and to its amount. These ele
ments of expense should be divided as to fixed and variable ele
ments of expense. Those items of fixed expense will remain, re
gardless of the amount of production being sent through the shop,
while other items will vary according to the amount of produc
tion. By setting these items up separately, it is not a difficult
matter to change the Budget allowance in case there is a decided
change in the production schedule.
Each department in the plant is analyzed in the same way and
the total Budget arrived at. This may be more or it may be less
than that which has been established as the proper figure to keep
within. If it is less, nothing more need be done about it, but if
it is more, it is then necessary to go over the figures of the Budget
and prune here and there until such expense is eliminated as will
bring it below the budgeted figure.
Even though a Budget is set up in this fashion, it does not do
a great deal of good, unless the information which is going to con
trol the expense is served to the departmental foremen “hot” from
the Cost Department. By “hot” is not meant that the informa
tion can be a month or six weeks old, because by that time, it is
decidedly chilled. It does no good whatever to tell a foreman that
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six weeks ago he did such and such a thing that caused his ex
pense to increase, but it does do a world of good if the informa
tion is given him within a day or two after. This is where the
real control of a Budget comes into play. Such information is
not difficult to obtain, nor is it difficult to give out to the foremen,
but it does not mean very much to him unless he has something to
which he can compare it. It does not mean so much to tell him that
he spent $25.00 today on indirect labor, unless he knows what
his allowance per day is. By having budgeted figures monthly on
each department, it is a very simple matter to divide the monthly
figure by the number of working days in the month and thereby
set up a daily budget figure, both on indirect labor and supplies.
Daily Budget Analysis

An idea as to how a daily Budget will operate can be gained
by a study of the illustration entitled: “Daily Budget Analysis,”
(see page 9).
The report as shown is for the 15th of July, 1924, and bears
the actual figures of our particular plant. As a matter of illustra
tion: Take Dept. 34, which is shown under the Machine Shop
Division. Their daily budget on indirect labor for July was $24.92.
On July 15th, they spent $17.80 which shows that they are to the
good, approximately, $7.00 for the day. To date for July, their
Budget is $261.66 and they have spent $204.17. The same illus
tration applies on Supplies and Scrap, because scrap is also an
element of overhead which we control by the Budget. We give
them the total figures daily as to just how they are operating, and
it will be seen that this particular department has a total allotment
to date of $354.27, whereas they have spent only $234.35, or are
gainers by $119.92. Other departments in that same division
have not made as good a showing, particularly in Departments 3
and 4; but the reason for their poor showing is known and is
caused by something that cannot be remedied immediately, but
steps can be, and are being, taken to reduce their expense to com
ply with their Budget figure. At least, we know that the condition
exists and are doing something about it, whereas if we were not
operating on a plan of this kind, it is quite likely we would not
know of its condition. The Machine Division, as a whole, is about
even with their Budget, being only $17.53 behind.
All the other divisions in the plant, it will be noticed, are below
the budgeted figure, and, taking the plant as a whole, the total
expense allowed to date is $26,055.75 and they have spent $22,029.20, or are ahead of their Budget by $4,026.55. This can only
mean one thing, and that is that for the first fifteen days of July,
the company has saved $4,026.55 on their manufacturing expense
over and above that which they anticipated would be accomplished,
or is equal to about $8,000 for the month of July, or an annual
saving of, approximately, $100,000, which would not have been
effected otherwise.
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The red figures shown on our report are not an indication
that the department is behind that amount, but it simply is an
indication that they have not lived up to their budgeted figure,
and is used as a means of pointing this fact out to the foreman at
fault, so that he can investigate as to what his actual difference
is and take steps to remedy the difficulty.
Need of Incentive

While we all know that one of the duties of a foreman is to
run his department at the very least cost, and it is expected that
he will do so, at the same time, there are none of us who are
working in an executive capacity but who can do better in the
way of saving, if there is sufficient incentive to urge us to do so.
It is the money incentive that has caused such a great saving in
industry, not only on the part of the management, but by all the
factory workmen who are working under an incentive plan, and
by placing an incentive on the operation of the factory depart
ments, it has the same effect upon factory foremen, when it comes
to reducing their expense, as it does the factory workmen in in
creasing their production. If the foreman sees that more effort
and concentration on the problems within his department will
enable him to make more money for himself, he is likely to leave
no stone unturned by which he can make the best possible showing
in his department. We have recognized this feature in the opera
tion of the Budget and have placed our foremen on the incentive
plan.
Bonus Used

We do not consider each department separately, due to the
fact that too many complications can arise which would cause a
misunderstanding and hard feelings among the foremen themselves,
but rather have placed the incentive on the showing of the plant
as a whole. We have also made the bonus operate over the en
tire year, rather than on the showing for the week or month, be
cause of the fact that many charges are often made in a month
which may throw the plant as a whole into the lost columns, where
as on the following month these charges are not to be absorbed, and
the plant will make a very good showing. A much more even
method is effected by taking the plant as a whole over the period
of a year, and we have made the proposition to our foremen that
whatever percent they save on their Budget, we will give them
that percent of their yearly salary as a bonus; that is, if the sav
ing on the Budget has amounted to say 12% for the year, the fore
man who is receiving $2,000 a year will receive a bonus of $240;
the man receiving $3,000 will be entitled to a bonus of $360, etc.
Use of Daily Budget Analysis

This statement as shown is the master copy which is sent
to the treasurer, factory manager and factory accountant, but is
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not sent in its entirety to the individual foremen. A copy of
the Budget Analysis for each division is sent to the head of that
particular division each day and the foremen under the jurisdiction
of the general foremen are required to go to his office each day to
check up their standing. We say they are “required to go to the
general foreman’s office each day,” but after a plan of this kind
is operated for a few months, it ceases to be a duty on the part
of the foreman and becomes a real desire on his part to know his
standing. There is hardly a day passes that some foreman does
not come to the Cost Department in search of information and
more detail as to the reasons for his being over his Budget, and
often times there are very spirited arguments as to whether or not
they should stand certain charges which they believe should be
charged to some other department. At the end of each month,
after the final figures have been arrived at for the month as a
whole, a general meeting is called of all the participants under
the Budget plan. This meeting is usually in the form of a dinner
meeting held in the plant restaurant, after which an enlarged copy
of the Budget Analysis is hung on the wall and critically examined
and discussed by the factory accountant who points out where
losses have been incurred which might, possibly, have been turned
into gains with a little more effort. Those departments which
have made a specially good showing are commended. We have
made it a practice to call upon those foremen who have made an
especially good showing, to give some explanation as to how their
saving has been effected. We also call upon those who have suf
fered a great loss to account for that fact. At these meetings, we
usually try to have our general manager and other chief execu
tives, and the effect it has on these foremen to be called upon to
explain gains or losses, is that those who are called upon to explain
a gain are very proud of themselves and their departments, to be
able to bring to the attention of the higher executives the fact
that they have made good in the operation of their particular de
partments. It has the opposite effect upon those who have not made
a good showing and tends to spur them on to greater efforts, so
that they may not be called upon again to explain a poor showing.
As has been stated before, this plan has been highly successful
in its operation, not only from the standpoint of the saving that
has been effected in expense, but also for the good feeling and
spirit of co-operation it has engendered into the factory organiza
tion as a whole.
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♦Starred amounts indicate red ink figures.
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